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CalSTRS underwrote a confirming letter of credit in support of the $4.3 million City of Riverside 
Industrial Development Authority Revenue Bonds (Trademark Plastics, Inc. Project).  CalSTRS 
will be backing a California-based bank, and CalSTRS will be in the second loss position.  
Trademark Plastics manufactures and distributes injection molded plastic components for the 
medical industry and consumer use.  The bond proceeds will be used for (1) acquisition of the 
real property and improvements, (2) acquisition and installation of manufacturing equipment at 
the project location.  The new site will be in the Agua Mansa Enterprise Zone in Riverside, 
California.  The confirming letter of credit will be for three years.  The bond issue closed in 
September.
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CalSTRS CREDIT ENHANCEMENT PROGRAM
PROGRAM SUMMARY AS OF SEPTEMBER 30, 2002
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CalSTRS CREDIT ENHANCEMENT PROGRAM
PROGRAM SUMMARY AS OF SEPTEMBER 30, 2002

REDEEMED TRANSACTIONS



* These are direct risk transactions.  The obligations of CalSTRS and the partner financial institutions are several and not joint.  
  CalSTRS is not responsible for the obligation of the partner financial institution.



TOTAL CREDIT ENHANCEMENT EXPOSURE $1,288,518,361 $45,060,907 $1,333,022,386 100%

** These are indirect risk transactions. CalSTRS is in a second loss position.  CalSTRS is obligated to pay only if the fronting financial institution is unable to.
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The table below contains Alternative Investment activity for the month of September 2002 and 
historical information for selected time periods. 
 

Month Ended Fiscal Year Past One Past Three Past Five 

09/30/02 To Date Year Years Years 

 
Commitments: 
Partnerships                             0 $          40,000,000  $        419,035,000 $     4,923,875,000 $          7,180,879,013 
Co-Investments                              0             25,000,000                 37,500,000           219,011,858                244,011,854 
Secondaries                              0                                 0                             0               2,047,424                  82,114,669 

$                          0 $          65,000,000 $        456,535,000 $     5,144,934,282 $          7,507,005,536 
 
Contributions: 
Partnerships $          62,056,527 $        237,246,652 $        791,364,103  $     3,090,628,243 $          4,462,525,111 
Co-Investments                            0               2,500,000                19,729,049           144,531,736                169,531,732 
Secondaries                  622,000                  912,000               1,422,165             14,089,344                  77,424,575 
Mgmt. Fees (Outside)                            0              1,810,309             14,270,876             40,489,645                  58,571,255 

$          62,678,527 $        242,468,961 $        826,786,193 $     3,289,738,968 $          4,767,638,672 
  
Distributions: 
Cash $            7,785,190 $          75,698,212 $        515,413,790 $     1,256,323,454 $          2,018,564,368 
Stock               5,852,109             10,973,638             86,713,574        1,426,197,591             1,717,169,034 

$          13,637,299 $          86,671,850 $        602,127,365 $     2,682,521,046 $          3,735,733,401  
      
Stock Sales $            6,620,261  $          10,408,615 $          80,826,695 $     1,413,519,204 $          1,725,672,097 

 

 
The chart presented in the following attachment illustrates the total amount of capital that 
CalSTRS has committed and contributed to its limited partnerships, co-investments, and 
secondary interests for the five-year period ending September 30, 2002.  The chart also illustrates 
the amount of distributions received and stock sold over the past five years.  For the five-year 
period ending September 30, 2002, CalSTRS received total distributions of over $3.7 billion, 
representing 78% of contributed capital.   
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During the month of August, a $25,000,000 commitment in a co-investment to Kelso Nortek 
Investors, LLC was made.  This investment is contingent upon the approval of Nortek’s 
shareholders.  The shareholder vote is expected to occur in December 2002.   
 
During the month of October, staff made commitments of $100,000,000 to The Resolute Fund, 
L.P. and €26,000,000 to Fondinvest VI.  Both of these commitments were made in accordance 
with delegation of authority guidelines.   
 
The Executive Summaries of these investments are presented on the following pages. 
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Alternative Investments 

 
EXECUTIVE SUMMARY OF ACTION TAKEN 

UNDER DELEGATION OF AUTHORITY 
Kelso Investment Associates VI (Kelso) 

 
 

Kelso Nortek Investors LLC 
 
 
 
Action: Commitment of $25 million in a co-investment in Nortek Inc. 

subject to the successful negotiation of legal terms and conditions.  
The investment will take the form of $25 million investment in a 
Limited Liability Corporation (LLC), which will invest in common 
equities. 

 
Background: Kelso Investment Associates VI (Kelso), one of the CalSTRS 

General Partners, and Kelso Equity Partners VI (KEP VI), a side 
by side fund for Kelso partners, have raised $375 million for this 
acquisition (KIA VI $233.75 mil, KEP VI $41.25, and Kelso co-
investors $100 mil). The current management team will be 
investing at least $43.6 million in the Company.  The investment 
funds will be used to take the company private.  It currently trades 
on the New York Stock Exchange. 

 
Nortek Inc. is a diversified manufacturer of residential and 
commercial building products, operating within three principal 
segments: the Residential Building Products Segment, the Air 
Conditioning and Heating Products Segment, and the Windows, 
Doors, and Siding Products Segment.   
 
The CalSTRS co-investment of $25 million and the additional 
indirect investment of $23.375 million through KIA VI will 
represent 11.2% of the investment.  There is a strong alignment of 
interests in this transaction. Kelso partners are investing $41.25 
million; the Nortek Management team is supporting the 
recapitalization and is investing $43.6 million of its own money. 

 
 
Investors: KIA VI, KEP VI, Nortek Management, New York Common Fund, 

NY Life, TIAA, and Citigroup are all investors in Nortek. 



 
INVESTMENT THESIS 
 
The Nortek investment is a recapitalization of a mature company at a reasonable 
valuation, 6.2 x 2001 EBITDA.  Nortek has the following characteristics: solid end-
market fundamentals, management depth and experience, attractive platform for 
continued industry consolidation, less sensitive to market cyclicality, synergy and organic 
growth potential, strong branding opportunities, leading market positions, nationally 
recognized brand names, low cost manufacturing, and financial strength.    
 
Nortek is the #1 manufacturer in North America in five of its product lines, and has 
strong positions in other product lines. The Company has a history of providing strong 
cash flows, which are expected to reduce debt by over 50% over the next 5-6 years, 
which will be the impetus for the expected private equity returns.  
 
Policy Compliance: This investment complies with the Alternative Investment Policies, 

which were approved in April 1999.  Positive written 
recommendations by the Independent Fiduciary (KPMG) and Staff 
have been documented.  The recommendations resulted after 
investment analysis and due diligence were conducted in a manner 
as previously reviewed and approved by the Investment 
Committee. 

 
Recommendation: Staff recommends that CalSTRS commit up to $25 million to 

Kelso Nortek Investment LLC.  The recommendation is based on 
the strong historical performance of the Company, a management 
team, which has a lengthy track record in the industry, a strong 
product line-up with leading market share, and finally a strong 
alignment of interests with both the Nortek management team, as 
well as the Kelso principals.  The CalSTRS’ commitment is 
subject to the successful negotiation of legal terms and conditions. 
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By: 
 
 
_________________     Date:_________________ 
Richard Rose 
Principal Investment Officer 
 
 
Recommended by: 
 
 
_________________     Date:_________________ 
Real Desrochers 
Director-Alternative Investments 
 
 
Approved by: 
 
 
_________________     Date:_________________ 
Christopher Ailman 
Chief Investment Officer 
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Alternative Investments 
 

EXECUTIVE SUMMARY OF ACTION TAKEN 
UNDER DELEGATION OF AUTHORITY 

Fondinvest VI 
 
 

Action: Commit up to �26 million to Fondinvest VI which represents 7% of the 
total capitalization of the fund. 

 
 

Background: Fondinvest VI, Fonds Commun de Placement à Risques (Fondinvest VI) 
is being formed by the Principals of Fondinvest Capital to continue the 
diversified secondary fund-of-funds strategy they pursued in their 
previous secondary funds, Fondinvest II and Fondinvest IV.  Fondinvest 
Capital is a private equity fund-of-funds investment firm based in Paris.  
CDC IXIS Private Equity (a subsidiary of Caisse des Dépôts et 
Consignations) owns 80 percent of the firm, while Ecureuil Vie (a 
French insurance company) and BancBoston Capital (a subsidiary of 
Fleet) each hold 10 percent. 

 
 Fondinvest was created in 1993 and since inception has raised three 

primary funds-of-funds (Fondinvest I, III and V) with total 
commitments of �220 million, and three secondary funds-of-funds 
(Fondinvest II, IV and VI) with total commitments of �400 million.  
Fondinvest has historically managed primary and secondary funds-of-
funds concurrently and this will continue with Fondinvest V and 
Fondinvest VI.  Each of these funds has held an initial closing.  
Fondinvest VI has total commitments to date of �200 million. 

 
  
Analysis: The Principals will continue to emphasize a strategy focused on the 

purchase of small to medium size secondary interests in relatively 
mature private equity funds and the acquisition of portfolios of unlisted 
securities at a significant discount to the net asset value of these 
securities.  The firm also intends to maintain a high degree of 
diversification with respect to geographic area, business sectors, 
investment approaches taken by fund management teams, and segments 
of the private equity market—early stage, equity expansion and buyout.  
 
 
 
 



Investment Thesis: Staff recommends an investment in Fondinvest VI for the following 
reasons: 

 
�� Staff has identified Fondinvest as a Tier 1 Manager. 

 
�� The Fondinvest funds have consistently generated strong investment 

returns.  Fondinvest II has produced returns in excess of the Venture 
Economics upper quartile benchmark, while Fondinvest IV is in the 
second quartile.    

 
�� The General Partners are experienced private equity investors with a 

proven investment strategy. 
 

�� The Principals are offering co-investment opportunities with no 
management fee and no carried interest. 

 
�� The Fondinvest investment strategy provides a good fit in the CalSTRS’ 

portfolio. 
 
 

Policy Compliance: This decision complies with the portfolio’s policies and procedures, 
which were approved by the Investment Committee on June 3, 1998.  
Positive written recommendations by Pension Consulting Alliance and 
CalSTRS’ staff have been documented.  The investment analysis and 
due diligence were conducted in the manner previously reviewed and 
approved by the Investment Committee.  

 
Recommendation: Staff recommends that CalSTRS commit up to �26 million to 

Fondinvest VI. CalSTRS’ commitment is subject to the successful 
negotiation of partnership terms and legal review. 

 
By: 
 
_______________________________________   Date _____________ 
Seth C. Hall 
Investment Officer 
 
Recommended: 
 
_______________________________________   Date _____________ 
Réal Desrochers 
Director of Alternative Investments 
 
Approved: 
 
_______________________________________   Date _____________ 
Christopher J. Ailman 
Chief Investment Officer 
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Alternative Investments 
 

EXECUTIVE SUMMARY OF ACTION TAKEN 
UNDER DELEGATION OF AUTHORITY 

 
The Resolute Fund, L.P. 

 
 
 
Action: Commit up to $100 million to The Resolute Fund, L.P. which represents 

6.67% of the total capitalization of the fund. 
 
 
Background:  TJC was founded in 1982 by John (“Jay”) Jordan, II and David Zalaznick. 

TJC is a private investment firm that specializes in buying and building 
middle market companies in partnership with management. Since 1987, 
TJC’s acquisition capital has been provided by JZ Equity Partners plc 
(“JZEP”), a closed-end fund listed on the London Stock Exchange. The 
Resolute Fund is the first institutional limited partnership fund to be 
managed by TJC. 

 
 The founders’ private equity investment experience dates back to the early 

1970’s. After joining Carl Marks & Co., Inc. (“CM”) in 1972, Jay Jordan 
became an early player in the buyout industry by establishing and 
developing CM’s leveraged buyout investment operations. David Zalaznick 
joined him at CM in 1980. 

 
  
Analysis: The Resolute Fund will employ the same value-based strategy that it has 

used throughout its history. TJC focuses first and foremost on value 
investments, i.e., acquiring businesses at reasonable cash flow multiples. 
TJC then has two primary (and often overlapping) modes of adding value to 
its investments: 1) operations improvement (i.e., profitability improvement) 
and 2) strategic buildup (i.e., transforming small or regional businesses into 
large, integrated enterprises through a combination of internal growth and 
strategic acquisitions). TJC targets companies with a history of consistent 
cash flow generation, high operating margins and limited capital 
requirements. 

 



Investment Thesis:  Staff recommends an investment in BCP IV for the following reasons: 
 

�� Staff has identified TJC as a Tier 1 Manager. 
�� TJC’s investments have produced returns consistent with 

Venture Economics’ Upper Quartile benchmark. 
�� TJC’s investment professionals are very experienced and the 

team has been remarkably stable for many years. 
�� TJC has remained very disciplined and focused on its successful 

value-oriented strategy throughout its history.  
�� The overall alignment of interests between the General Partner 

and LP’s is excellent. 
�� Based on the comments of those interviewed as references and 

staff’s brief experience with the general partner, TJC’s 
investment professionals uphold very high professional and 
ethical standards. 

�� Staff has received a positive investment recommendation from 
Pathway Capital Management. 

 
Policy Compliance: This decision complies with the portfolio’s policies and procedures, which 

were approved by the Investment Committee and updated on July 2001.  
Positive written recommendations by Pathway Capital and CalSTRS’ staff 
have been documented.  The investment analysis and due diligence were 
conducted in the manner previously reviewed and approved by the 
Investment Committee.  

 
Recommendation: Staff recommends that CalSTRS commit up to $100 million to The 

Resolute Fund, L.P. CalSTRS’ commitment is subject to the successful 
negotiation of partnership terms and legal review. 

 
By: 
 
_______________________________________   Date _____________ 
Margot J. Wirth  
Investment Officer 
 
Recommended: 
 
_______________________________________   Date _____________ 
Réal Desrochers 
Director of Alternative Investments 
 
Approved: 
 
_______________________________________   Date _____________ 
Christopher J. Ailman 
Chief Investment Officer 
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INFORMATION:    X                                            PRESENTER(S):  Mike DiRé and Hank Thomas 
 
 
In accordance with the Investment Management Plan, CalSTRS has established an allocation for 
investment real estate to 7% of the total assets.  The primary role of investment real estate is to 
improve diversification of the overall investment portfolio.  Secondary objectives are to generate 
an enhanced yield to the actuarial plan rate assumption, and to provide stable cash flows.  The real 
estate portfolio will incorporate a combination of low, moderate, and high risk real estate 
investment strategies to implement the approved plan. 
 
The table and charts below show the growth of the overall real estate portfolio over the past five 
years.   
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Total

Jun-99 Jun-00 Jun-01 Jun-02 Sep-02 

Low $1,597 $3,152 $4,300 $3,979 $4,005 

Mod $0 $189 $368 $585 $613 

High $511 $399 $602 $470 $550 

Total $2,108 $3,740 $5,270 $5,034 $5,179 

 
Growth of Real Estate Portfolio 

Graph shown in billions, table shown in millions 
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Targeted Risk Allocation Versus Actuals 
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The Low Risk portfolio is managed subject to diversification guidelines by product type and by 
regional area in the United States.  The target allocation and the portfolio holdings as of September 
30, 2002 are shown below. 
 

Low Risk Portfolio - Target vs. Actual 
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The attached contains a summary of high risk opportunity fund commitments and capital accounts 
since inception.  Also identified are specific transactions closed during the prior month and joint 
venture partnership activity to date. 
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CalSTRS REAL ESTATE OPPORTUNITY FUND ACTIVITY STATUS REPORT
COMMITMENTS AND CAPITAL SUMMARY

As of September 30, 2002

Date Amount
Opportunity Fund Fund STRS Funded  Unfunded Returned Income 

Fund Closed Size Commitment by STRS Commitment Capital Received

Colony II Apr-95 $625,000,000 $150,000,000 $146,789,147 0 $81,461,126 $51,576,270

M.Stanley II (1) Nov-95 1,051,000,000 200,000,000 253,928,985 0 176,999,085 172,468,688

Lazard Freres May-96 645,000,000 150,000,000 150,000,000 0 55,437,571 40,349,901

Lazard Freres - Co-Investment May-96
     AAC/UDR (2) 26,984,444 26,984,444 26,984,444 0 26,984,444 23,511,286
     Dermody (3) 19,841,270 19,841,270 19,841,270 0 0 8,619,485

William E. Simon & Sons Jan-01 306,650,000 76,662,500 65,913,678 10,748,822 1,383,232 241,768

William E. Simon - Co-Investment
     SKS (4) Jan-01 57,223,810 40,056,667 40,104,069 -47,402 3,237,911 1,248,371

CIM Urban Real Estate Fund Mar-01 178,947,369 45,000,000 2,444,490 42,555,511 1,541,976 0

Soros Real Estate Investors Jul-01 1,000,000,000 75,000,000 27,096,913 47,903,087 3,566,776 560,572

M.Stanley IV Dec-01 2,250,000,000 200,000,000 51,395,794 148,604,206 0 1,891,780

Lone Star IV Dec-01 2,278,787,879 200,000,000 9,501,912 190,498,088 212,645 0

Beacon Capital Partners Jul-02 740,000,000 50,000,000 4,000,000 46,000,000 0 0

Canyon-Johnson Urban Fund Jul-02 210,000,000 50,000,000 16,400,791 33,599,209 0 0

CJUF - Co-Investment
     Sunset & Vine Project (5) Jul-02 47,050,000 20,000,000 16,581,593 3,418,407 0 0

 TOTALS   $1,303,544,881 $830,983,085 $523,279,928 $350,824,766 $300,468,121

(1)  "Amount Funded by CalSTRS" amount includes reinvestment proceeds, per Partnership Agreement.
(2)   CalSTRS co-investment is in American Apartment Communities/United Dominion Realty Trust, Inc.
(3)   CalSTRS co-investment is in DP Operating Partnership Limited (Dermody).
(4)   CalSTRS co-investment is in SKS, an office development platform in San Francisco.
(5)   CalSTRS co-investment is in the Sunset & Vine project, a multi-property type urban development in Hollywood.

Since Inception

November 6, 2002

Page 1
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ACQUISITIONS
ACQUISITION DISPOSITION

Property ADVISOR TYPE DATE RISK LOCATION AMOUNT SALE DATE IRR *

No Activity

Total Acquisitions  $                         -   

DISPOSITIONS

No Activity

Total Dispositions -$                        

*Acquisitions - IRR represents projected after fee      Dispositions - IRR represents since inception, after fee to CalSTRS

Amount Funded Unfunded 
Partnership Fiduciary Initial Funding Date Type Risk Location Commitment Since Inception Commitment

SF Waterfront Partners, LLC The McMahan Group October-01 Office/Mixed High San Francisco (Urban) 12,700,000$           2,159,530$               10,540,470$         

Waterton Residential Property The McMahan Group June-02 Apartment High National 85,000,000$           25,101,000$             59,899,000$         

Fairfield Urban Housing The McMahan Group September-02 Apartment High California 75,000,000$           13,539,640$             61,460,360$         

AIMCO Student Housing Heitman Capital Mgmt Apartment High National 150,000,000$         -$                              150,000,000$       

Total JV Partnerships 322,700,000$         40,800,170$             281,899,830$       

November 6, 2002

September 30, 2002

CalSTRS REAL ESTATE DIRECT ACQUISITIONS and DISPOSITIONS

September 30, 2002

CalSTRS REAL ESTATE JOINT VENTURE PARTNERSHIPS

Page 2
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